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Decision 

Chevron U.S.A. Inc. 
Attention: Eric L. Dady ana No. 922-91-04 
6O0 South Fiddler’s Green Circle 
Ertflewood, Colorado 80111 1 

SET ASIDE AND REMANDED 

On November 30, lJ90, a State Director Review SDR request was timely 
filed by chevron U.S.A Inc. concerning a Lewistown DistrIct Office bUD 

*2’ 
decision dated November 2, 1990. In this decision the Lewistown off ice 
stated that the Dakota sand formation underlying federal lease 
No. MTM-033895 was being drained by the #15-8 State well located in the 
SW%SE Sec. 8, T. 31 bL, R. 5 E., Liberty County, Montana. They further 
stated that since chevron had not submitted a communitization agreement 

CA pooling the lands in said Sec. 8, the Lewistown office was assessing 
Chevron compensatory royalties in the amount of 9.51 percent of the 
production of the #15-B State well. 

The fls-a State well was drilled in January 1966, by Cardinal Petroleum 
Company as a Swift Formation oil test. Oil was not discovered in the 
Swift Formation, but gas reserves were encountered in the overlying 
Dakota sand. Cardinal. Petroleum wished to produce the well as a Dakota 
gas well, but was prevented from doing so by the statewide spacing rules 
then in effect. These rules required that no gas well be located less 
than 1320 feet from any lease or property boundary. The #15-8 well, 
while legally located as an oil well test, was only about 700 feet east 
of the aforementioned federal lease. 

Cardinal Petroleum docketed an exception request with the Montana Board 
of Oil and Gas Conservation thOGC asking that it be allowed to operate 
the #15-8 well as a Dakota sand gas well Docket to. 1-66. This docket. 
was heard by the MEQOC at their February 10, 1966 hearing. There was no 
protest of tered concerning Cardinal’s request, and the MBOCC issued an 
order allowing Cardinal Petroleum t.o produce the well as an exception to 
statewide rules Order No. l166. 



/ 

Chevron stated that the LRt WEtS preeenteii t rOES requiring a CA t or said 
Sec 8 as the fl 5.-B Stale well. "is not subject to either hr current 

statewide rule or any special t:ieid rule, An analysis at the t4BOGC 
records indicates, that Chevron’s assertion is correct. St.atewlde rule 

Jo .22 102, which *establin’ned statewide spacing tar g.tiS as one well rer 
govei’niaerItal section, became festive on December’ :41 , 19,2, sea thus 
does not apply in this case. Neither’ Chevron nor its predecessor’s were 
under any obligation to form a CA as no valid spei’int. unit exists 

The ctSSeSSLfl&.Vt. of compensatory royalt ics is a v:Lahi S option to protect a 
lease row draInage, Various. 1i,terio’r board of Land Appeals IbLA. 
deci.eior,s have stated that two conditIons must be met, prior to making an. 

assessment for drainage. FIrst, an assessment cannot begin untiL passage 
at a reasonable time at’ter notice. Second, a determination must be made 
that a prudent operator can or could have drilled a paying protective. 
well on the tract suitering drainage. 

Concerning the first requirement, the bOO assessed Chevron in the atsoun.t 
of 0.51 percent of the production from the #15- 8 State wei.l beginning 
teceather :t, 19661, Lewistown states that notice occur.’red on April sl, 
I Set , the. date that c.ourplet ion. dat.a for the #15’-B State well was released 
by kite Petroleum Information Corporation. Chevron challenges this date, 
stating that "Chevron and its predecessor by merger could not possibly 
havi kitten on notice at the asserted drainage prior to their acquisition 
of the lease . ‘ io reconcile this dispute we have made our own 
:‘l’etenttina’tion as to when the date ci .noti ce was tot drainage purposca. 

It is. our judgamrtt that notice occurred on January 29, 1966, the date 
that the 1480CC publicly advertised the hearing of Docket No. /-66 in the 
Montana Oil Journal Vol. 5 , fIn. ‘hi . This announcement stated that 
Cardinal Petroleum Company was seating permission to produce gas trout a 
well as an exception to statewide location rules ,tht- well. was too close 
to the federal tease. As a pruoont. operator the. lessee of record, 
Cenard O’l and Gas Company, should have realized the likelihood that th.e 
4l! -t well would drain the federal lease once production was 

the option to form a CA been viable, reel Chevron decued to do 
so, the aamc’unt of cotnpenaator:y revs lt.y would have been i inn ted to a . 25 
percent. pro’ paragraph .11k of the Cormununit i,zation f4anuel Bi,J Manual 
$l6O-9 



‘:5 tojj;i,csuIed . t?nr’ther’ , as both t bc benefits and I ish ij,.it.ies for a lease 
transt er ti/i tb otiariges in owrrcr’sbuj: a J CVk S 15 , , 2 , nil cira iMage 

protection obligations ultimately reside wits ‘hevr’un. We concur with 
‘the thU that Ceitard coulu have drilled and cOntplet.s.d an off set well on 

the I ederal lease by December’ iSt’t; , We t.hec’et ore agree that Decumbe.r 19, 
meets t.hc standard ct a reasonable elsie at err nob ice. 

The second condi,t ion which must be met .i s whel;het’ or not’ a paying 
protect ivy well, cart, or’ could hove, been drilled on the tract liCing 

‘Fire Lowly toes t’ sIt’ tel. Ott ice eli d not.. cunduc t a j’rLtdenl. 

ctper’at or test tpaying well oetermi’uation; for the dra wed t ract as. they 
felt that a CA was t’equi red to protect the tease, Flowevet’ , as explained 

above, it is out’ I iufling that Rule ,1: . 22 . 02 does not apply to the rLtB 
we’ll, We herein set aside. 1.,ewiztown’ s assessment. of compensatory 
royalties, and remar,d the case to allow the LOU cu conduct a prudent 
operator test tor’ the drained tract It this’ test indicates that a 
paying protective wel.l could have been drslled, the. LOU can re-assess 
Chevron for the amount nI conrpct’nsat ory rcyaltios due. 

On a related matter, ‘vs received your 30k rc’quest on November 2, 11490.

We contacted the billings MEUCC office to inqutre about bearing

procedures, notice rctquiresients, and spacing rules in effect in ‘lStti,

They stated that it woulu take several days to retrieve the requested

data, particutarly at they’ had to obtain the information I roe their

Helena office. We wrote to your oft tee on tlovenrhe.r 30, 1990, stating

that we would not he able to complete the SOS within 10 business days as

required by ‘Cs CFk $lh5.,5rd


In your subseqoerit letter, dated December 12, 1990, you questioned our

authority to revise the. SOP ‘tirnet came. Please note, however, that we

were not arbitrarily revising the review period as your letter

concluded. Rather, we were waiting for the receipt of documents from the

MIsOGC and the tiontana Oil Journal necessary i.e make our decision As

stated in the regulations’, "The State Director shall issue a final

decision within 10 tiusiness days ot the receIpt of a ,gjlete request, for

administrative review . . ." emphasis added , For the record, we do nr,t.


consider an SDR request complete until all related documents and

materials have been received,’ whether trots the appellant or trom other

sources. 

‘ 

Donald L. Cilchrist

Acting Deputy State Director

Branch of Mineral Resources
922:EBurks:mjtrf:12/18/9O;x859:7148d 

bc: 
AK SO 
AR SO 
CA SO 
CO SO 
ESO 
ID SO 
NV SO 
NM SO 
OR SO 
UT SO 
WYSO 
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